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				Behavioural finance and its impact on retirement outcomes

				anemptytextlline

              

				Behavioural finance is a new area of financial research that explores the psychological factors affecting investment decisions.

The fundamental basis of behavioural finance is that investors are not rational, they are prone to cognitive and behavioural biases. These psychological factors affect investment decisions, distorting information and causing investors to reach incorrect conclusions even if the information is correct. Whether we are active members, pension fund trustees or asset consultants, we are all prone to the same biases and decision-making foibles, says Andrew Rumbelow, Segment Head: Institutional Business at Sanlam Investments.
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				Boosting retirement outomes in a low-return environment
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				It has been well documented that the average retiree has not saved enough to maintain his/her lifestyle after retirement, and many will exhaust their funds altogether.
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				Longevity and retirement…60 is the new 40
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				One of the most significant market trends across the globe is the continuing increase in human longevity.
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				How Much Will Be Enough?

				anemptytextlline

              

				With the switch from defined benefit to defined contribution funds, the responsibility falls on retirement fund members to ensure they save enough money to provide a decent income for themselves in retirement.
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				Managing members’ investment return expectations
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				Retirement fund members are often split between two extremes – the ‘dreamers’ and the ‘market timers’.
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				Risk and volatility explained
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				“Risk comes from not knowing that you're doing.” - Warren Buffet
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				T-Day: Contribution Formula Strategies
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				By Yvette Harris, Principal Consultant, Simeka Consultants and Actuaries
Quarter 2: 2014
From T-day (01 March 2015), formulas in the Income Tax Act, in terms of which contributions are deducted, will be amended to be expressed as a percentage of “remuneration” and members will continue to enjoy tax relief relative to their remuneration. Currently, most funds formulate their contribution rates as a percentage of pensionable income (PEAR). Given the call by National Treasury for simplification and standardisation of retirement funds, trustees and employers will need to consider ways to align the calculations.
Know your terminology

Pensionable earnings (PEAR) is a percentage of annual salary or total guaranteed package (TGP).
TGP is sometimes referred to as Total Cost To Company –TCTC or Total Cost of Employment – TCoE; we will, for convenience, just refer to TGP.
Remuneration has a technical meaning in terms of the Income Tax Act. It will include all member income, including the monthly payment of their total guaranteed package (TGP). However, remuneration also reflects payments such as travel allowances and may, therefore, fluctuate relative to the travel claims submitted by individuals each month. This aspect makes the use of remuneration unpredictable.

Pensionable salary (PEAR) and annual salary
Many employers set PEAR at between 70% and 80% of TGP. Where members’ incomes fluctuate, PEAR is often based on an average remuneration or commissions over a period. In some cases it is an amount agreed to between the employer and the member from time to time.
By using PEAR to calculate contributions, a contribution of 27.5% of PEAR will only be equal to a contribution of 22% of TGP (remuneration) if PEAR is 80% of TGP.
The formula used to calculate death and disability benefits is also based on PEAR in very many instances even though the benefit is typically referred to as three times annual salary.
If an employer wishes to redefine PEAR employment documentation will need to be amended and the fund will have to communicate the new contribution formula to members, and reassure members that the contribution rate will be recalculated so that the rand amount of the contribution remains the same. The fund rules and regulations may have to be amended accordingly.
Projected Pension Ratio (PPR) Calculator
Funds and employers who do not have the appetite for such an adjustment and who intend on retaining their existing PEAR formula may consider using a PPR calculator as the method of clarifying fund contributions and benefits to members. Such a calculator can translate the contributions into a single language and project pensions on a more consistent basis.
A PPR calculator can be rolled out as part of a member guidance and support strategy. In terms of such a strategy new members would be required to run the PPR calculator so that they can see first-hand what their projected retirement fund outcomes are likely to be and what they can do to improve those outcomes.
This procedure gives new members a good understanding of their retirement fund as it shows them the leverage points and empowers them to take appropriate action. In many instances, this procedure is also useful in assisting existing members who do not understand the factors that influence their ultimate retirement benefit.
Once members have done the exercise they are much more prepared to own and take responsibility for their personal retirement plan.
PEAR equals TGP 
A formula whereby PEAR equals TGP will be more closely aligned with “remuneration” and will best help members understand the contribution that they are making (and the risk benefit they will receive) in the context of their actual income. Many of the current formulas give members a false sense of comfort about the adequacy of the retirement provision they are making. A contribution of 7.5% of PEAR (that is 80% of TGP) is only 6% of TGP. Similarly, very few members understand that, based on this formula, their 75% income replacement disability benefit (when based on PEAR) will only amount to a benefit of 60% of their current income.
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				T-Day Strategies for Umbrella Funds
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				An aspect that may not have received much attention to date is, what responsibilities does T-Day place on a participating employer in an umbrella fund and the members of the joint forum or local board.
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							© 2021 Sanlam. All rights reserved

								Sanlam Investments consists of the following authorised Financial Services Providers: Sanlam Investment Management (Pty) Ltd (“SIM”), Sanlam Multi Manager International (Pty) Ltd (“SMMI”), Satrix Managers (RF) (Pty) Ltd, Graviton Wealth Management (Pty) Ltd (“GWM”), Graviton Financial Partners (Pty) Ltd (“GFP”), Satrix Investments (Pty) Ltd, Amplify Investment Partners (Pty) Ltd, Sanlam Capital Markets (Pty) Ltd (“SCM”), Sanlam Credit Fund Advisor Proprietary Limited, Sanlam Africa Real Estate Advisor Proprietary Limited and Sanlam Employee Benefits (“SEB”), a division of Sanlam Life Insurance Limited and Simeka Wealth (Pty) Ltd; and has the following approved Management Companies under the Collective Investment Schemes Control Act: Sanlam Collective Investments (RF) (Pty) Ltd (“SCI”) and Satrix Managers (RF) (Pty) Ltd (“Satrix”).


The Sanlam Group is a full member of the Association for Savings and Investment SA. Collective investment schemes are generally medium- to long-term investments. Please note that past performances are not necessarily an accurate determination of future performances, and that the value of investments / units / unit trusts may go down as well as up. A schedule of fees and charges and maximum commissions is available from the Managers, Sanlam Collective Investments (RF) Pty Ltd & Satrix Managers (RF) (Pty) Ltd, a registered and approved Managers in Collective Investment Schemes in Securities. Additional information of the proposed investment, including brochures, application forms and annual or quarterly reports, can be obtained from the Manager, free of charge. Collective investments are traded at ruling prices and can engage in borrowing and scrip lending. Collective investments are calculated on a net asset value basis, which is the total market value of all assets in the portfolio including any income accruals and less any deductible expenses such as audit fees, brokerage and service fees. Actual investment performance of the portfolio and the investor will differ depending on the initial fees applicable, the actual investment date, and the date of reinvestment of income as well as dividend withholding tax. Forward pricing is used. The Manager does not provide any guarantee either with respect to the capital or the return of a portfolio. The performance of the portfolio depends on the underlying assets and variable market factors. Performance is based on NAV to NAV calculations with income reinvestments done on the ex-div date. Lump sum investment performances are quoted. The portfolio may invest in other unit trust portfolios which levy their own fees, and may result is a higher fee structure for our portfolio. All the portfolio options presented are approved collective investment schemes in terms of Collective Investment Schemes Control Act, No 45 of 2002 (“CISCA”). The fund may from time to time invest in foreign instruments which could be accompanied by additional risks as well as potential limitations on the availability of market information. The Manager has the right to close any portfolios to new investors to manage them more efficiently in accordance with their mandates. The portfolio management of all the portfolios is outsourced to financial services providers authorized in terms of the Financial Advisory and Intermediary Services Act, 2002. Standard Bank of South Africa Ltd is the appointed trustee of the Sanlam Collective Investments Scheme & Standard Chartered Bank is the appointed trustee of the Satrix Managers Scheme.
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